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SUBJECT: PRELIMINARY AUGUST ECONOMIC FORECAST 
 
This preliminary forecast was based on Global Insight's August Control forecast for the 
U.S. economy. You should have received a summary of the Global Insight forecast by 
email. If not, please contact our office. The forecast incorporated the advance GDP 
estimate for the second quarter of 2004. According to the advance estimate, real GDP 
grew at a 3.0 percent rate in the second quarter of 2004, down from 4.5 percent in the 
first quarter. Consumer spending was especially weak in the second quarter, rising at a 
mere 1.0 percent rate, due in large part to slumping auto sales. Payroll employment 
growth accelerated to 2.3 percent in the second quarter though the slowdown in July 
doesn’t bode well for the third quarter. The forecast also incorporates the one-time 
dividend Microsoft will pay in December 2004 which will cause a significant jump in 
personal income in the fourth quarter. The economic impact of the dividend is expected 
to be minimal, however, since most of it will be reinvested. The forecast correctly 
assumed the Fed would raise its target rate 25 basis points to 1.50 percent in August. 
Overall, the new national forecast is somewhat weaker than the forecast adopted in June, 
particularly in employment growth. 
  
A comparison of the preliminary U.S. forecast with the forecast adopted in June is shown 
in Table 2. 
 
The Washington State forecast reflects the slightly weaker growth in the new U.S. 
forecast. The Washington aerospace employment forecast reflects the recent Boeing 
announcement that it will hire up to 3,000 by the end of the year. We have assumed that 
2,000 would in fact be hired by December. Since the previous forecast anticipated a 
declining trend through the end of the year, the net change to the forecast is an increase of 
2,700 by December. The pattern of growth after December is essentially unchanged but 
the higher starting level carries forward. The forecast expects an increase of 11,900 in 
2005, 2006, and 2007. The software wage assumptions are similar to those in June.  
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Microsoft stock options are expected to continue to decline but income from stock grants  
will grow. The software employment forecast has been lowered from an increase of about 
3,000 employees per year through 2007 to an increase of about 2,000 per year. 
Washington employment rose at a strong 3.4 percent annual rate in the second quarter of 
2004. The monthly data through July suggest close to three percent in the third quarter as 
well. 
  
This forecast also incorporates newly available Covered Employment and Payrolls (ES-
202) data for the first quarter of 2004. The benchmark revision to the first quarter 
subtracted 4,600 from the level of employment in March. However, employment growth 
from March through July was 6,600 higher than expected. The combined effect was an 
increase in July of 2,100. The ES-202 data also indicate that first quarter wages were 
$0.517 billion lower than expected in June. Software wages were on target, just $0.075 
billion higher than expected. Non-software wages, however, were $0.592 billion lower. 
Nonwage personal income was $0.348 billion lower than expected in June. The revision 
to total personal income in the first quarter was a negative $0.865 billion. The forecast 
also reflects Seattle consumer price data through June, which shows local inflation 
running well below the national average. Seattle’s over-the-year core inflation was a 
negative 0.3 percent compared to a positive 1.8 percent for the U.S. city average. The 
number of housing units authorized by building permit jumped to 46,500 in the second 
quarter from 42,000 in the first quarter. 
 
A comparison of the preliminary Washington forecast with the forecast adopted in June is 
shown in Table 3. 
 
Review of the forecast by the Governor’s Council of Economic Advisors is scheduled for 
Thursday September 2, 2004 at 10:00 a.m., in the Insurance Building 4th floor 
conference room. 
 
If you have any questions, please contact Bret Bertolin, Senior Economic Forecaster, at 
(360) 570-6106. 
 
PLEASE NOTE: 
 
Enclosed is a worksheet summarizing the preliminary forecast. Council members are 
strongly encouraged to complete and return this worksheet either in person at the 
Governor’s Council meeting or, if unable to attend, by FAX to (360) 753-7022. This 
worksheet is relied on by the Forecast Council members and staff to gauge the 
reasonableness of the preliminary economic forecast and also serves as the basis of an 
alternative economic and revenue forecast.  
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Fluctuations in software wages due to stock option income have, in the past, caused 
significant distortions in overall wage and personal income trends. Lower stock option 
income in 2004 is expected to have a negative impact on wage and income growth in 
2004 as shown in the table below.  
 

 2004:3 2004 2005 2006 2007:1,2 
Washington Real Personal Income, %Ch.  

Baseline 4.2 2.5 4.1 4.2 4.1 
Excluding Software 4.5 3.2 3.8 4.1 4.2 
Software's Impact -0.2 -0.7 0.2 0.1 -0.1 

Washington Average Annual Wage, %Ch.  
Baseline 3.4 1.2 4.5 4.2 4.7 
Excluding Software 3.8 2.5 4.1 4.1 5.0 
Software's Impact -0.5 -1.2 0.4 0.1 -0.3 
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Table 1
U.S. Economic Forecast Comparison
August 2004

2004Q2 2004Q3 2004Q4 2005Q1 2004 2005 2006 2007

Real GDP, Percent Change

      Global Insight 3.0 3.4 4.4 3.7 4.3 3.6 3.1 3.4
      Blue Chip 3.0 4.0 4.1 3.7 4.4 3.7
      Economy.com 3.0 2.8 4.1 3.4 4.3 3.4
      S&P 3.0 3.4 4.6 4.4 3.6 3.0 3.0
      Merril Lynch 3.0 3.0 3.5 2.5 4.2 3.0

Federal Funds Rate

      Global Insight 1.01 1.39 1.64 1.93 1.26 2.67 3.50 3.50
      Blue Chip* 1.2 1.6 2.0 2.4 1.5 3.0
      Economy.com 1.01 1.39 1.68 2.20 1.27 2.74
      S&P 1.0 1.4 1.6 1.3 2.7 3.8 4.0

Consumer Price Index, Percent Change

      Global Insight 4.7 2.5 1.7 1.1 2.7 1.7 1.5 1.8
      Blue Chip 4.8 2.8 2.1 2.3 2.7 2.4
      Economy.com 4.7 2.2 1.6 1.2 2.6 1.7
      S&P 4.7 2.5 1.8 2.7 1.7 1.5 1.8
      Merril Lynch 4.7 3.0 2.9 2.0 2.8 2.4

Payroll Employment, Millions

      Global Insight 131.1 131.4 132.0 132.5 131.2 133.4 135.3 137.0
      Economy.com 131.1 131.6 132.2 132.8 131.3 133.8
      S&P 131.1 131.5 132.1 131.3 133.5 135.2 136.5

Unemployment Rate, Percent

      Global Insight 5.60 5.57 5.49 5.41 5.57 5.40 5.50 5.46
      Blue Chip 5.6 5.5 5.4 5.4 5.5 5.3
      Economy.com 5.6 5.6 5.6 5.6 5.6 5.6
      S&P 5.6 5.5 5.4 5.5 5.3 5.5 5.7
      Merril Lynch 5.6 5.6 5.5 5.7 5.6 5.6

Real Disposable Personal Income, Percent Change

      Global Insight 2.9 3.5 7.7 -0.9 3.8 2.9 3.2 3.4
      Blue Chip 2.9 3.2 3.8 3.7 3.7 3.5
      Merril Lynch 2.9 3.4 4.0 2.2 3.6 3.1

* Estimate based on T-bill rate.



Table 2
U.S. Forecast Comparison

2003Q4 2004Q1 2004Q2 2004Q3 2004Q4 2005Q1 2003 2004 2005 2006 2007
Real GDP (Billions of Chained 2000 Dollars)
   August 10580.7 10697.5 10778.0 10868.5 10987.4 11088.1 10381.3 10832.9 11220.9 11567.6 11955.9
      Percent Change 4.2 4.5 3.0 3.4 4.4 3.7 3.0 4.3 3.6 3.1 3.4
   May 10600.1 10708.6 10840.1 10967.3 11082.4 11171.5 10398.0 10899.6 11291.7 11676.0 12066.7
      Percent Change 4.1 4.2 5.0 4.8 4.3 3.3 3.1 4.8 3.6 3.4 3.3

Implicit Price Deflator (2000=1.000)
   August 1.060 1.069 1.077 1.083 1.088 1.092 1.055 1.079 1.098 1.116 1.139
      Percent Change 1.2 3.3 3.3 2.2 1.8 1.4 1.9 2.3 1.7 1.7 2.1
   May 1.058 1.066 1.074 1.077 1.081 1.085 1.053 1.074 1.091 1.108 1.132
      Percent Change 1.0 3.2 2.9 1.1 1.5 1.5 1.8 2.0 1.5 1.6 2.1

Real Personal Income (Billions of Chained 2000 Dollars)
   August 8801.5 8857.8 8925.4 9002.7 9169.9 9172.4 8683.0 8989.0 9295.7 9637.0 9987.4
      Percent Change 4.1 2.6 3.1 3.5 7.6 0.1 1.3 3.5 3.4 3.7 3.6
   May 8851.7 8903.4 8954.9 9040.2 9121.3 9202.8 8738.1 9004.9 9310.4 9675.1 10020.1
      Percent Change 3.7 2.4 2.3 3.9 3.6 3.6 1.4 3.1 3.4 3.9 3.6

Wage and Salary Employment
   August 130.00 130.37 131.12 131.42 132.00 132.53 129.94 131.23 133.39 135.29 136.95
      Percent Change 0.6 1.1 2.3 0.9 1.8 1.6 -0.3 1.0 1.7 1.4 1.2
   May 130.00 130.33 130.85 131.48 132.16 132.77 129.94 131.20 133.69 135.89 137.59
      Percent Change 0.6 1.0 1.6 1.9 2.1 1.9 -0.3 1.0 1.9 1.6 1.2

Unemployment Rate
   August 5.87 5.63 5.60 5.57 5.49 5.41 5.99 5.57 5.40 5.50 5.46
   May 5.87 5.63 5.63 5.52 5.49 5.45 5.99 5.57 5.48 5.46 5.40

Mortgage Rate
   August 5.92 5.61 6.13 5.99 6.21 6.49 5.82 5.99 6.78 6.99 6.95
   May 5.92 5.61 6.11 6.27 6.37 6.44 5.82 6.09 6.48 6.59 6.74

3 Month T-Bill Rate
   August 0.92 0.92 1.07 1.52 1.76 2.03 1.01 1.32 2.65 3.25 3.24
   May 0.92 0.92 0.93 1.10 1.37 1.84 1.01 1.08 2.19 2.76 2.93



Table 3
Washington Forecast Comparison

2003Q4 2004Q1 2004Q2 2004Q3 2004Q4 2005Q1 2003 2004 2005 2006 2007
Real Personal Income (Billions of Chained 2000 Dollars)
   August 194.231 194.444 197.210 199.261 203.165 203.403 193.707 198.520 206.627 215.287 224.640
      Percent Change -4.5 0.4 5.8 4.2 8.1 0.5 1.3 2.5 4.1 4.2 4.3
   May 194.363 195.695 198.144 200.577 202.476 204.120 193.995 199.223 206.897 216.105 225.371
      Percent Change -5.0 2.8 5.1 5.0 3.8 3.3 1.3 2.7 3.9 4.5 4.3
Personal Income
   August 205.886 207.775 212.434 215.799 221.022 222.037 204.379 214.257 226.785 240.358 255.990
      Percent Change -3.4 3.7 9.3 6.5 10.0 1.9 3.2 4.8 5.8 6.0 6.5
   May 205.604 208.640 212.774 215.962 218.794 221.411 204.322 214.043 225.714 239.562 255.169
      Percent Change -4.1 6.0 8.2 6.1 5.3 4.9 3.2 4.8 5.5 6.1 6.5
Wage and Salary Employment
   August 2667.8 2677.3 2699.5 2718.3 2733.2 2746.6 2658.2 2707.1 2768.2 2821.8 2874.7
      Percent Change 1.4 1.4 3.4 2.8 2.2 2.0 0.2 1.8 2.3 1.9 1.9
   May 2669.5 2686.1 2704.3 2717.5 2732.4 2748.0 2658.3 2710.1 2769.5 2827.2 2879.5
      Percent Change 1.4 2.5 2.7 2.0 2.2 2.3 0.2 1.9 2.2 2.1 1.8
Manufacturing Employment
   August 262.4 261.1 262.3 264.2 266.8 268.3 266.7 263.6 269.8 276.7 283.7
      Percent Change -3.4 -1.9 1.8 2.9 4.1 2.3 -6.4 -1.1 2.3 2.6 2.5
   May 262.9 262.5 261.9 261.1 258.6 262.6 266.9 261.0 262.5 268.6 275.3
      Percent Change -3.0 -0.6 -0.9 -1.2 -3.8 6.4 -6.4 -2.2 0.5 2.3 2.5
Construction Employment
   August 158.1 161.7 165.2 166.3 168.0 169.4 156.1 165.3 170.6 173.8 177.8
      Percent Change 6.2 9.4 9.1 2.7 4.0 3.5 1.3 5.9 3.2 1.9 2.3
   May 157.7 161.4 164.4 165.1 166.4 167.7 155.8 164.3 169.3 173.3 177.1
      Percent Change 3.7 9.7 7.8 1.8 3.2 3.0 1.1 5.5 3.0 2.3 2.2
Housing Permits
   August 41.024 42.007 46.456 45.592 45.240 45.420 42.825 44.824 44.703 43.869 43.834
      Percent Change -29.6 9.9 49.6 -7.2 -3.0 1.6 6.5 4.7 -0.3 -1.9 -0.1
   May 41.024 42.007 44.310 44.022 43.834 44.689 42.825 43.543 44.507 43.408 42.566
      Percent Change -29.6 9.9 23.8 -2.6 -1.7 8.0 6.5 1.7 2.2 -2.5 -1.9



Advisor's Name:__________________________________________

Forecast Worksheet
September 2, 2004

Average
2004:Q3 2004 2005 2006 2007:1,2

U.S.
Real GDP, %Ch
     Baseline 3.4 4.3 3.6 3.1 3.4
     Your Opinion _____ _____ _____ _____ _____
Implicit Price Deflator, % Ch
     Baseline 2.2 2.3 1.7 1.7 2.1
     Your Opinion _____ _____ _____ _____ _____
Mortgage Rate, Percent
     Baseline 6.0 6.0 6.8 7.0 6.9
     Your Opinion _____ _____ _____ _____ _____

Washington State
Real Personal Income, % Ch
     Baseline 4.2 2.5 4.1 4.2 4.1
     Your Opinion _____ _____ _____ _____ _____
Wage and Salary Employment, % Ch
     Baseline 2.8 1.8 2.3 1.9 1.8
     Your Opinion _____ _____ _____ _____ _____
Manufacturing Employment, % Ch
     Baseline 2.9 -1.1 2.3 2.6 2.5
     Your Opinion _____ _____ _____ _____ _____
Construction Employment, % Ch
     Baseline 2.7 5.9 3.2 1.9 2.5
     Your Opinion _____ _____ _____ _____ _____
Housing Permits (Thousands)
     Baseline 45.6 44.8 44.7 43.9 43.9
     Your Opinion _____ _____ _____ _____ _____
Washington Average Annual Wage, % Ch
     Baseline 3.4 1.2 4.5 4.2 4.7
     Your Opinion _____ _____ _____ _____ _____


